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MEMORANDUM FOR:  Acti.g Director

Attached are some thoughts in response
to your query on why the foreign exchange
market can't be regulated the same way as .
the stock exchange is. »
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‘ Paul V.. Walsh

: Actmg DDI
Attachment j 10 Ane 1973
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MEMORANDUM FOF: UDirector ¢f Central Intelligence
TROW t  heting Deputy Director for Intelligence
SURIECT ¢ Regulating the International Foreign

Exchange Markats

i. Thexrs are stxiking differencves hatween & stock
exchange ané the internatienal foreign exchange market.
The kinds of regulation that generally work reasonably
well for stocl exchanges thus are inapplicadble to contrcl
of foreign exchange markets. US regulation of stock ’
exchange is of two genexal kinds. The first requires
disclosure of basic financial data by listed firms an.
the proscrigption of the use of inside information. The
second {3 condexned with credit margins. MNo effort is
made to limit speculation. There is almost no gquestion
of inside infaormation on tha foreign exchange sarkets;
the information used by speculators and money managers
is available %o all., Jenstally, there are no credit
conaiderations either, sin¢a ome currency is readily
esxchanged for another.

2. It would he extremely difficult, if not impossibla,
te regulate ths internatiogal forelyn exchanye warket.
In pazt, this is because of the market'’s enormous eise
and woridwide chaxaoter. on the New York forwign exchange
market, for exauple, volumg may reach 53¢ billion on a
very busy day, or nearly 64 times volume on the New York
8tock Exchange, and Hew Yotk ls only one of wmeny forelga
axchange markets. There afs ao coriteris for casily
distinguishing ordinary payients for goods and services
from speculative operacions. Is it speculation or
prudence when a4 corporate money manager nmoves his asscts
out of pounds anl Lnto marks when he believes the pound
likely to be dovalued? Reg:lation of this kind of
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trangaction would reguire: an inquiry iste the money
mannger's mttives -~ & procese that would not onliy

¥Yaise seriovs gueations ¢f equity bat also would pParslyze
a nerket hardling millions of transactione daily. 7o

be effective, controls would have %o be applied worla-
wide, at the sopt of a3 ptchably unacceptable loas of
national soverelgnty by the uajor countries over their
monatary affaire. iIn the absence of worldwide agres-
ment and enforcement, coptrols would prove ineffoctive;
the foreign axchange marks: would simply move to a
eountry wvhers centzrols were not applied. fThe present

UB adniasistzation yenvxally opruses worldwide capital
contrals bedause it recognizes the difficulties of
adzinigtration and the Ptentially adverse lmpact on
trade and investnent.

PAUL V. wALSH
Acting Deputy Director
for Intelligence
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